



LAND VALUATION PROCESS
Overview1

Accurate land Values are crucial to an effective assessment system. 
Physically, land may be defined as the surface of the earth together with everything beneath and above. The shape of a parcel is like a three dimensional pyramid, with its apex at the center of the earth, extending upward through the surface into space. Land ownership is the collection of rights to enjoy, use, and dispose of this physical space, subject to the limitations imposed by government. The assessor first identifies, lists, and values all land and improvements thereto. This task requires the use of cadastral maps showing boundaries and other features. Second an accurate inventory of land data, including location, ownership, classification and use, size, shape, and physical characteristics. The assessor analyzes the local market and estimates the assessment value.

There are several methods that can be used to extract and arrive at an assessment. These are:

a. Sales Comparison

b. Abstraction

c. Allocation

d. Anticipated Use

e. Capitalization of Ground Rents

f. Land Residual Capitalization

a. Sales Comparison 
The sales comparison approach uses analysis of recent comparable sales to value subject properties. The sales comparison approach is used to estimate property at its "fair market value". Ergo, the best technique for the valuation of property is abstracting data from actual sales and applying the results to unsold properties. The general formula for the market is:




MV= S +/- A.

 Where MV is market value, S is the sales of comparable property, and A is the amount of adjustments.

The sales comparison approach models the behavior of the market by comparing the properties being appraised (subjects) with similar properties that have recently sold (comparable properties). Comparable properties are selected for similarity to the subject property. The sales are then adjusted for their differences from the subject. Finally, a market value for the subject is estimated from the adjusted sales prices of the comparable properties.

There are two principle applications of the sales comparison approach in land valuation.

The first is the comparative unit method and secondly the base lot method.

1. The appraiser uses the comparative unit method after a determination of the average or typical unit value. The average value is found by calculating the median or mean sale price per unit. 

2. The appraiser uses the base lot method after a base parcel is selected to represent the stratum from a neighborhood sales file. Once the base lot is selected it is used as a benchmark to establish values for individual parcels for that neighborhood.

b. Abstraction Method
In the Abstraction Method we use the ability to subtract the depreciated replacement cost new of the improvement value from the sales price to arrive at the residual land value estimate. These calculated land values supplement the land value database. Sales with newer improvement make it easier to estimate depreciation, which in turn gives a better land value estimate. When using the abstraction method ensure that the correct comparative unit is used. Taking the time to convert the land value estimates to a comparative unit value will enhance uniformity and consistency among parcels in the market. 
c. Allocation
The Allocation Method is also known as the land ratio method. In theory for a given type of property there tends to be a consistent overall relationship between land and improvement values. With this relationship an appraiser can seek comparable areas with sufficient land sales, determine the typical ratio to sales of improved parcels in the subject area. The abstraction method is useful primarily in older established neighborhoods with few vacant land sales. This method can be useful if applied with care and validated to ensure that calculated land and improvement value estimates are consistent with available sale price data.

d. Anticipated Use or Cost of Development Method
In the absence of sufficient sales the Anticipation use method can that can be used to develop a land value for a property. This method is not the preferred method but can project a value based on the principle that the projected improvement must represent the highest and best use of the land. The results based on the principle of surplus productivity, indicates that 
the price a developer will pay for land in its present undeveloped state and by subtracting the total development cost from the projected sales price of the lots as if developed. The appraiser can calculate the residual land value after the satisfaction of labor, capital, and management has been met.

CAPITALIZATION OF LAND
When studying Income property, or the ability for a parcel to generate income, all properties have one common appraisal characteristic: the capitalization of income generated by land is an important indication of value. Their value is based on the quantity, quality, and durability of their estimated net income before debt and after expenses is deducted. To arrive at a value for a property based on income some methods can be used. 

e. Capitalization of Ground Rents
Capitalization of ground rents is used best when land rented or leased independently of improvements. This method can be used with farmland or commercial land that is leased on a net basis, where lessee is responsible for property taxes and all other expenses. This is best achieved if the lease is new are current for market conditions.

f. Land Residual Capitalization
When you apply this method it is important to understand several things. One that this method assumes that the parcel of land has an improvement on it and that the improvement is relatively new and that it represents the highest and best use of the property. Plus the improvement has no depreciation. This method also requires some other information. 

1. A net operating income


2. A building value

3. A proper discount rate

4. A recapture rate

5. And an effective tax rate
UNITS OF COMPARISON
When valuing land a standard unit of comparison is needed to establish an average or typical value for an area or neighborhood. The use of market analysis is used to arrive at a standard by calculating the median or mean of an area or neighborhood. There are several different units of comparison. Each different type of comparison can be used for different property classes. There are typically five different unit types.

a. Lot or Site

b. Site / Units Buildable

c. Acre

d. Square foot

e. Front foot

a. Lot or Site

Lot or site value is used when the market does not indicate a difference in land size. This is typically used in residential subdivisions that are planned or developed in such a way that there is some degree of uniformity to the neighborhood.

b. Site or Units Buildable

When a parcel of land sells on a unit basis, for example an apartment complex, this method of comparison can be used. Apartment property is typically sold as a unit and as such, the unit of comparison would be buildable units.

c. Acre

In general when the market analysis shows that tracts of land sells for a per acre rate then this unit of comparison is used. Typically rural tracts of land and industrial property use this type of comparison since they are sold commonly in larger portions.

d. Square Foot

This type of comparison is used mostly for commercial property. Since this type of property sells on a square foot basis. 

e. Front Foot

Use a front foot unit of comparison when a property value indicates that the amount of exposure significantly contributes to value. This type of comparison is used typically when a parcel is more desirable and value based on how much frontal exposure there maybe. Some examples are commercial and even water front residential property. 
In addition to the selection of a method and unit of comparison, analysis of the neighborhood itself must occur. Neighborhood analysis reflects the effect of social, environmental, economic and governmental forces that directly affect the properties within a neighborhood. Neighborhood delineation is a key component in this endeavor.  Neighborhood delineation is the analysis of the geographic influences and economic forces that contribute or change value. A neighborhood for analytical purposes is defined as the largest geographic grouping of properties where the significant economic forces exerted on the properties are generally uniform. Neighborhoods can be defined by natural, man-made, 
or political boundaries and are established by a commonality based on land uses, types and age of buildings, population, and the desire for homogeneity.  Each neighborhood may be characterized as being in a stage of growth, stability or decline. The growth period is the time of development and construction. In the period of stability, or equilibrium, the forces of supply and demand are relatively equal. The period of decline reflects diminishing demand or desirability.  During decline, general property use may change.  Declining neighborhoods may become economically desirable again and experience renewal, reorganization, rebuilding, or restoration, marked by modernization and increasing demand. The appraiser must analyze whether a particular neighborhood is in a period of growth, stability or decline and predict changes that will affect future use and value.
 (1) Source:  Property Assessment Valuation, second edition International Association of Assessing Officers, Copyright 1996 130 East Randolph St. Suite 850, Chicago, Illinois 60601. 
VALUATION OF SUBDIVIDED LANDS

The valuation of subdivided properties presents a unique valuation challenge. Brunswick County’s diverse database is a reflection of our coastal climate and location.  This particular segment of our market is characterized by an excessive inventory of lots for sale, extreme price competition and a depressed volume of sales transactions.  In recognition of these facts, Brunswick County will value all subdivided land, considering but not limited to location, access, topography, presence or absence of infrastructure and market demand within the subdivision. Utilizing this approach will allow all subdivided land to be valued in accordance with the General Statutes of the State of North Carolina.
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